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ABSTRACT This research paper aims to examine the impact 
of zakat distribution on growth in the Federal Territory 
Malaysia. Specifically, an econometric study is carried out 
to examine the ability of zakat expenditure to affect real 
economic growth in the Federal Territory Malaysia by 
employing various econometric procedures such as the unit 
root tests, the cointegration tests, the vector error-
correction model (VECM), and the Granger causality tests. 
The findings of the study suggest that zakat expenditure has 
a positive relationship with real GDP in the long-run. The 
Granger causality test indicates that zakat spending causes 
real economic growth with no feedback. In other words, 
zakat expenditure could boost GDP in the Federal 
Territory Malaysia both in the short-run and long-run.        
 
Keywords: zakat expenditure; growth; Federal 
Territory Malaysia  
 
INTRODUCTION 
Islam is a religion built upon five pillars, namely: the 
testimony that there is no god except Allah and 
Muhammad is the messenger of Allah, establishing 
prayer, paying zakat, fasting in the month of Ramadhan, 
and performing pilgrimage. Every Muslim must 
establish themselves on these five pillars. Therefore, it is 
compulsory for them to fully and correctly understand 
each of the pillars. 
 
       Zakat is one of the five pillars of Islam. Zakat 
means growth or increase and by paying zakat  we purify 
and clean our wealth and heart. All Muslims whose 
wealth is above the minimum zakatable limit(nisab) are 
required to pay zakat. The zakat payment can only be 
given to specific groups of people as stated in the al-
Qur′an. There are eight categories of zakat recipients, 
namely the needy (fakir), poor (Miskin), zakat official 
(Amil), those whose hearts are reconciled to Islam 
(Muallaf), slaves and captives (al-Riqab), debtors (al-
Gharimin), for the cause of Allah (Fisabilillah), and 
travelers (Ibnu Sabil). The rationale for imposing zakat 
is to prevent the concentration of wealth in a few hands, 
which is clearly stated in al-Qur′an in Surah al-Hashr, 
verse 7. 
       Zakat also plays an important role in Islamic social 
welfare system to alleviate poverty in Muslim nations. In 
Malaysia, zakat administration is under the Islamic 
Council of each state, which has the authority to 
organize the collection and distribution of zakat on its 
own. Toward this end, it has developed a variety of 
systems such as establishing offices, employing and 
training officers, designing a computerised system of 
zakat collection, financial and reporting system, and 
general operation plan. 
 
       The modern practices of zakat collection in 
Malaysia can be found at the Pusat Pungutan Zakat  
(Zakat Collection Centre) in the Federal Territory, which 
was  set up in 1991 for the purpose of collecting of zakat 
with a more systematic management, including 
computerisation. It is now has become a model of zakat 
administration which has evolved to suit the changing 
environment. 
  
       The Zakat Collection Centre in the Federal Territory 
is an agency under the Majlis Agama Islam Wilayah 
Persekutuan (The Islamic Religious Council of Federal 
Territory) and is authorized to carry out its primary 
responsibility to collect zakat. This zakat collection 
centre covers the three Federal Territories, namely: 
Kuala Lumpur, Putrajaya, and Labuan. On the other 
hand, the distribution of zakat in the Federal Territory is 
done by the Baitulmal which was established in 1974. In 
the early stage, the Baitulmal of Kuala Lumpur focused 
on zakat collection, mainly on zakat fitrah (an obligatory 
charity imposed on every Muslim at the end of the 
month of Ramadhan), with a small focus on zakat in 
business and wealth. Currently, this institution is 
responsible for zakat fund management and 
disbursement in the Federal Territory. It distributes zakat 
funds to zakat recipients through the various 
programmes in education, health and quality of life, and 
economic development.  
 
       Zakat is supposed to be the major source of 
revenues in an Islamic state. And therefore the main 
objective of this paper is to analyze the trends of zakat 
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management, particularly on the collection and 
distribution. Specifically, the objective of this study is to 
determine the effects of zakat distribution on economic 
growth in the Federal Territory of Malaysia.  There has 
been very little empirical studies to determine the effects 
of zakat on an economy like a study that has been done 
by Yusoff (2010) although there are a number of works 
have been done on the effects of zakat in alleviating 
poverty at micro level. We hope that this present study 
will throw more light on the importance of zakat in 
improving the standard of living of ummah and will spur 
for more empirical studies on zakat at macro level. 
  
TYPES OF ZAKAT IN THE FEDERAL 
TERRITORY MALAYSIA 
 
The zakat collection in the Federal Territory is under the 
management of Zakat Collection Centre, which is  an 
organisation under the Islamic Religious Council of 
Federal Territory of Malaysia. 
 
Zakat Collection in the Federal Territory  
 
There are several types of zakat collected in the Federal 
Territory, namely zakat on salaries, businesses, savings, 
and assets. Table 1 presents the statistics of zakat 
collection for each type in the Federal Territory during 
2006-2008. 
 
Table 1 (Refer Appendix) shows that the largest amount 
of zakat collection in ringgit Malaysia(RM) is the zakat 
on salaries which has accounted for more than 60% 
annually, followed by zakat on business, assets, saving, 
other collections, and qadha zakat. Specifically, zakat on 
salaries accounted for 62 percent of the total zakat 
collection in 2006 which increased to 65 percent and 67 
percent in 2007 and 2008, respectively. In contrast, zakat 
collection on business slightly declined over these three 
years. In 2006, it accounted for 15.90 percent but 
decreased to 13.78 percent in 2007 and 13.92 percent in 
2008. However, the total zakat collection has been 
increasing every year.  
 
Channels of Zakat Payment  
 
The Zakat Collection Centre has introduced a number of 
products and it also cooperates with the relevant 
agencies to facilitate the payment of zakat in the Federal 
Territory. Zakat payments can be made through the 
counter, internet, ATM, phone-banking, and credit card 
provided by a number of banks. Zakat payments also can 
be made directly through the Zakat Collection Centre 
counters which offer many modes of payment such as by 
cash, check, Islamic credit card, and Debit card. There 
are also other channels available such as through the post 
office counters, salary deduction, SMS-Zakat (Mobile 
Money) and Kiosk machines at the gas stations.  
 
        In addition to the zakat payment service through 
kiosks at the gas stations, zakat payers can also pay zakat 
via kiosks placed in several Petronas service stations 
around the capital city. Similarly, zakat can be paid 
through multipurpose kiosks in the Road Transport 
Department and the Department of Immigration. The 
Zakat Collection Centre also collaborates with the 
Malaysia Association of Tax accountants which appoints 
some selected firms as zakat collection agencies. 
Besides, the Zakat Collection Centre also works together 
with the Malaysian Administrative Modernization and 
Management Planning Unit (MAMPU) to implement the 
online zakat payment through a system called MyBayar 
which has become a successful service to zakat 
collection agents. Table 2 (Refer Appendix) shows the 
zakat collection of each channel during 2006-2008.  
 
The table shows that during 2006-2007 period, the 
highest amount of zakat collection came from the salary 
deductions which contributed to more than 50 percent 
annually, followed by payment through PPZ-MAIWP 
counter, postal order, and bank counters. Nonetheless, in 
2008, the collection through bank counters was higher 
than the postal order. On the other hand, in 2006 and 
2007, there were no payments through money mobile, 
collection agents, and kiosk, however in 2008, the 
number of payments through these channels started to 
trickle in. Zakat collection through salary deduction 
accounted for 52 percent in 2006 and increased to 53 
percent and 56 percent in 2007 and 2008, respectively; 
whereas zakat collection through the PPZ-MAIWP 
counters contributed 44 percent, 41 percent and 39 
percent in 2006, 2007 and 2008, respectively. In 
addition, postal order, bank counters, post office 
counters accounted for only a marginal amount of the 
total zakat collection. The zakat collection through 
postal order was at 2.6 percent in 2006 and declined  in 
2007 and 2008, while bank counters accounted for only 
1 percent in 2006 and 2 percent in the following two 
years. The post office counters contributed only 0.2 
percent over the three years. Therefore, these channels of 
zakat payment provided by the Zakat Collection Centre 
can effectively improve the total zakat collection.  
 
ZAKAT DISTRIBUTION 
 
Zakat payment is compulsory for individuals who fulfil 
the nisab and there are also specific groups of 
individuals who are qualified to receive it. Therefore, it 
is important to fully understand the whole system of 
zakat, including zakat payers and zakat recipients, in 
order to implement zakat collection and distribution 
more efficiently and justly. This section shall briefly 
explain the eight categories of zakat recipients, namely 
Faqir, Miskin, Amil, Muallaf, Al-Riqab, Al-Gharimin, 
Fisabilillah, and Ibnu Sabil.  
 
Zakat Recipients 
 
The testimony of zakat recipients is based on the 
principle of al-Qur′an, verses 60 of Surah at-Tauba: 
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“Alms are for the poor and the needy, and those 
employed to administer the (funds); for those whose 
hearts have been (recently) reconciled (to Truth); for 
those in bondage and in debt; in the cause of Allah and 
for the wayfarer; a duty ordained by Allah, and Allah is 
full of knowledge and wisdom” (at-Tauba: 60).  
 
This verse clearly says that zakat should only be spent 
on eight categories of recipients, namely: Faqir, Miskin, 
Amil, Muallaf, Al-Riqab, Al-Gharimin, Fisabilillah, and 
Ibnu Sabil. We shall briefly explain each one of them. 
 
Hardcore Poor (Faqir) A faqir is a person who has no 
assets or  job or when his/her total income is less than 50 
percent of his/her daily needs as well as the needs of the 
people under his/her care. Referring to the Islamic Law, 
the minimum standards of the needs for life are food, 
clothing, and shelter, also basic education and medical 
care.  
 
Poor (Miskin) This is a person who has a job but his/her 
income only fulfills a part of his/her basic needs, and is 
still not sufficient to fulfill his/her daily needs and the 
needs of people under his/her care. 
 
The Zakat Administrator (Amil) A person or 
organization directly associated with the zakat 
institutions to manage and administer matters related to 
zakat in terms of zakat collection, distribution and 
finance. For instance, those who qualify for zakat 
assistance are the collectors, distributors, custodians, 
clerks, accountants, informers, and officers.  
 
Those Whose Hearts are Reconciled to Islam (Muallaf) 
A person whose heart has softened or who hopes and 
tends to accept Islam, or a person who has embraced 
Islam, but the Islamic faith still remains weak. Thus, 
they are divided into two types, namely: one who has 
just embraced Islam and a non Muslim  who can be 
persuaded to embrace Islam and not cause any danger to 
Muslims. Zakat is provided to Muallaf  as a way to assist 
and enable them to start a new life in the way of Islam. 
 
Slaves and Prisoners (Al-Riqab) These are the Muslims 
who are in the grips of slavery, dominated physically or 
mentality and have fallen into the hands of the enemies. 
Thus, zakat can be given for the redemption of prisoners. 
Most of the Islamic scholars concur that zakat may be 
used to release slaves whose masters are either Muslim 
or non-Muslim. 
 
The Debtors (Al-Gharimin) These are people who are in 
debt but need to fulfill their basic needs for survival. The 
debt, in this case, must be for a lawful purpose or not 
violate the Islamic law. According to Imam Shafie, a 
person who is indebted for helping the society, making 
peace or for pure Islamic purposes are allowed to receive 
zakat to discharge his/her debt. But zakat is not to be 
distributed to a person who is indebted for unlawful 
purposes such as gambling, the use of intoxicants, and 
other immoral activities. But the debtors must do their 
best to settle the debt by themselves first.  
 
For the Path of Allah (Fisabilillah) Fisabilillah refers 
to a person or group involves in an activity in order to 
encourage, defend or preach Islam. Imam Abu Hanifa 
and Abu Yusuf explain that fisabilillah refers to fighters 
who defend Islam and Muslim communities, so zakat 
should be given to them even if they are rich.  
 
The Wayfarer (Ibnu Sabil) An ibnu sabil is a person 
who is travelling from any country and need assistance 
during his/her journey even if he is rich. This is the 
special provisions for protection the welfare of a Muslim 
traveller. Nevertheless, the purpose of travelling must 
not contradict the Islamic laws. However, before asking 
the zakat assistance, the travellers must find other lawful 
means to fulfil their needs. Therefore, zakat will be 
available only when the travellers are unable to fulfil 
their needs to return home. 
 
 ZAKAT RECIPIENTS IN THE FEDERAL 
TERRITORY   
 
The amount of zakat distribution to each category 
depends on the circumstances and requirements. Table 3 
shows that the distribution of zakat in the Federal 
Territory to all the categories of recipients has been 
increasing. The higher zakat disbursement will stimulate 
the economic activities within the Federal Territory. 
 
       Table 3 (Refer Appendix) shows that nearly half of 
the zakat disbursements over the three years went to 
fisabilillah and the other half to the remaining zakat 
recipients, except for al-riqab. A quarter of the zakat 
fund went to amil in 2006 but the amount fell almost half 
of 2006 in 2007 and increased a little in 2008 to 18.89 
percent. The percentage of zakat distribution to fakir and 
miskin slightly increased from 2006 to 2007 but declined 
in 2008; however, in terms of volume, it has increased 
every year. The general criteria of the recipients of zakat 
in the Federal Territory of Malaysia are that the 
recipients must be Muslims, Malaysians, and living in 
the Federal Territory for at least one year. 
 
ZAKAT AND  ECONOMIC GROWTH 
 
This section will examine the relationship between zakat 
and economic growth. It is postulated that zakat 
expenditure could increase economic activities, 
employment and productivity of the poor. Besides that, 
zakat could also be a tool to alleviate poverty. Many 
Muslim countries have established zakat institutions to 
collect and distribute zakat, however, in practice each 
country may have different approaches of collecting and 
distributing  the zakat fund.  
 
       There are many studies on zakat. Ahmed (2004) 
studies the role of zakat in poverty alleviation in twenty 
four IDB countries. He compares the estimated funds 
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needed to alleviate poverty and the expected zakat 
proceeds in order to see the scope of zakat in poverty 
alleviation. He finds that for countries with low per 
capita income and high poverty concentration, zakat 
collection may not be able to support all the poor in the 
country. Ibrahim (2006) study using panel data in 
Selangor, Malaysia shows that zakat distribution has 
reduced poverty incidence while the extent of poverty 
and severity of poverty have decreased after the 
distribution of zakat.  
 
       Hassan (2010) proposes a model to integrate zakat 
and awqaf with Islamic micro-finance for the purpose of 
poverty alleviation. The model incorporates zakat as a 
source of fund which can be distributed to fulfil basic 
consumption needs for the hard-core poor and provides 
the zakat initial fund for capital investment or business 
for the poor. Hassan also suggests that zakat proceed can 
replace government expenditure, as in the case of 
Bangladesh, which shows the potential ability of zakat 
proceed to replace foreign aid if  the zakat fund is 
properly managed.  
 
       Yusoff (2006) argues that zakat can be used as a tool 
of stabilization policy. He elucidates his arguments by 
introducing a model which incorporates zakat into a 
simple macroeconomic model of an Islamic economy 
and analyzes the role of zakat. Conceptually, the result 
shows that an increase in zakat expenditure will increase 
economic activities. Based on this result, he argues that 
zakat can be used as discretionary and non-discretionary 
fiscal policy. Yusoff (2010) extends his analysis by 
testing Malaysian zakat expenditure on real output using 
panel data. The results indicate that zakat expenditure 
could significantly explain the variation of output.  
 
       Yusoff(2011) investigates the impact of zakat 
spending and school enrollment on economic growth 
using panel data represented by the fourteen states of 
Malaysia. The results of this study support the 
hypothesis that zakat spending and school enrollment are 
important determinants of economic growth in Malaysia. 
The zakat spending and student enrollment could 
significantly explain the variation in the growth of real 
output represented by the growth of real GDP. 
Therefore, it is suggested that all Muslim countries must 
improve the efficiency of zakat collection and spend it 
prudently. A more serious effort has to be made to 
formulate better strategies, planning, and effective policy 
actions to provide the needed infrastructure and to 
increase the stock of human capital in accordance to the 
need of the nations to generate growth and sustain the 
development of Muslim society 
 
       Kahf (1995) investigates zakat institution in various 
Muslim countries. He finds that there are various 
patterns and models of zakat institutions in term of zakat 
collection and distribution with and without legal 
obligation. Salama (1995) conducts an empirical study 
of voluntary and compulsory zakat in Sudan during 
1980-1990 period. Before imposing zakat as a legal 
obligation, the growth of zakat proceed was sluggish. In 
contrast, the growth of zakat collection had dramatically 
increased after zakat was made compulsory. Another 
study by Guermat et al. (2003) shows that people in 4 
GCC countries (Saudi Arabia, Kuwait, UAE, and 
Bahrain) favor paying zakat to charitable organisations 
and directly to the recipients of zakat rather than paying 
zakat through the government.  
 
       Guermat et al. (2003) also study the collection of 
zakat in Sudan and found that zakat collection was small 
compared to the GDP during 1980-1990 period. Similar 
results are obtained by Kahf (2000) when he finds that 
the official zakat collections in Jordan, Egypt, and 
Kuwait were small relative to GDP, except for Pakistan. 
Zakat disbursement was large in Jordan but others 
withheld the zakat balance for the purpose of emergency 
reserve. Kahf also finds that the governments of these 
four countries paid for the cost of administration rather 
than utilizing the zakat fund, and thus only a little of 
zakat fund was spent for administrative cost. For Sudan, 
Salama’s study (1995) finds that there was a high portion 
of zakat expenditure went to the administrative 
expenditure.   
 
THE MODEL 
 
There have been very few studies on the modelling of 
zakat. Yusoff (2006) develops a zakat model and uses it 
to conceptually elucidate the role of zakat on the 
economic activities. Then, Yusoff (2010) extends the 
model to analyze the effect of zakat distribution on the 
real GDP, conceptually and empirically. In this current 
study, we specify our model as 
 
 + 
                             
 
where GDP is the real Gross Domestic Product in the 
Federal Territory measured in Ringgit Malaysia (RM), 
 is the nominal zakat expenditure in the Federal 
Territory measured in Ringgit Malaysia (RM), X are 
other independent variables which determine GDP, β’s 
are the parameters to be estimated, and ε is the 
disturbance term.  We have to drop the variables X in the 
final model to be estimated due to the difficulty in 
obtaining the relevant time series data with sufficient 
number of observations. It is hypothesised that the 
relationship between zakat distribution and real total 
output is positive.  The model  is estimated in log form. 
In this study, equation(1) is written in vector  error-
correction model(VECM) as suggested by Engle and 
Granger(1987): 
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where  is the first difference operator, 
i = 1,2) are the short-
run coefficients. m is the lag length chosen on the basis 
on Akaike information criterion. ECTs are the error-
correction terms which are the stationary residuals 
generated from the long-run co-integrating regression of 
Johansen multivariate process  In other words, the 
error-correction terms represent the adjustment of 
variables towards to a long-run equilibrium value. The 
coefficients  are expected to be negative 
representing the short-run adjustment coefficients 
towards the long-run equilibrium value, while are the 
residuals distributed with zero-mean and constant 
variance. 
 
     A VEC model is a restricted VAR model. The VEC 
specification restricts the long-run behaviour of the 
endogenous variables to converge to their long-run 
equilibrium relationships and allow the short-run 
dynamics. In other words, the vector error correction 
model (VECM) identifies the short-run dynamics of each 
variable in the system, and in a framework that anchors 
the dynamics to the long-run equilibrium relationships.  
 
SOURCES OF DATA 
 
This study uses the annual data from 1992 to 2007. The 
zakat distribution data in the Federal Territory are 
collected from the Annual Report of Zakat Collection 
Centre, Federal Territory of Malaysia and the data of 
Gross Domestic Product (GDP) in the Federal Territory 
are gathered from the Department of Statistics of 
Malaysia. The time series for the zakat spending of the 
Federal Territory prior to 1992 are not published. 
 
ESTIMATION TECHNIQUES 
 
The econometric procedures used for this study include 
the unit root tests, the cointegration tests, the vector 
error-correction model (VECM), and the vector error-
correction Granger causality with block exogeneity 
Wald tests.  
 
       The unit root test is carried out on the time series 
data to check the stationarity of the variables in order to 
avoid the spurious regression. A time series is 
considered stationary when the mean and variance of the 
series are constant over time, while the value of the 
covariance between the two periods depends only on the 
gap between the periods and not on the actual time at 
which the covariance is considered. But, if one or more 
of the abovementioned conditions are not fulfilled, then 
the series is non-stationary. This study uses the 
Augmented Dickey-Fuller denoted as ADF(Dickey & 
Fuller,1979) test to examine the presence of unit roots in 
levels and first differences. Once the series are stationary 
in first differences, the next step is to apply the Johansen 
and Juselius(1990) techniques to test for cointegration 
between the variables using the VEC model. 
 
       The Granger causality test considers the cause and 
effect between the variables. This test assumes that the 
information is relevant to the prediction of the variables. 
We will examine the short-run causality between zakat 
expenditure and GDP by using the  VECM residuals. 
The lag length for this test is based on Akaike’s 
minimum final prediction error (FPE) criterion.  
 
RESULTS AND DISCUSSION 
 
This section presents the empirical results of the unit 
root test, cointegration test, VECM, and the Granger 
causality test. The first step that must be conducted 
before estimating the model is to inspect the time series 
data by testing the unit root in order to check the 
stationary of the variables to avoid the spurious 
regression results. Table 4 (Refer Appendix) reports the 
results of Augmented Dickey-Fuller tests using lag 
length k = 0 for GDP and k = 2 for GZ as suggested by 
the Akaike Information Criterion (AIC). All the tests are 
conducted with intercept. The ADF test concludes that 
the series are non-stationary in level and stationary in 
first differences at 5 percent significant level. 
 
 
       Table 5 (Refer Appendix) provides the Johansen-
Juselius  cointegration test results. The number of lags is 
2 as suggested by Akaike information criterion. Both the 
trace and maximum eigen statistics suggest that there 
exists a unique long-run relationship between zakat 
spending and GDP. The Johansen test statistic should be 
adjusted for the degree of freedom in the case of small 
sample as the Johansen procedure tends to over-rejects 
when the null is true. Reinsel-Ahn (1988) suggests an 
adjustment for the degrees of freedom by replacing T in 
the equations of test statistic  with (T- nk) where T is the 
sample size, n is the number of variables included in the 
model and k is the number of lags.  
 
            
The estimated long-run equation is 
 
                                                                                          
 
 
where the values in the parentheses are the t-statistics. 
The long-run equation shows a positive relationship 
between zakat expenditure and the real GDP. Zakat 
spending could significantly explain the variations in the 
real GDP at least at the one percent level. Hence, a 1 
percent increase in zakat expenditure would lead to an 
increase in the real GDP by 0.6 percent in the long-run, 
suggesting that zakat expenditure is an important 
 INTERNATIONAL BORNEO BUSINESS CONFERENCE 2012 
 
ISBN 978-983-2641-97-1 372
determinant of real GDP in the Federal Territory. The 
VECM results with 2 lags are given as: 
 
 
                                                             
 
 
where the values in the parentheses are the t-statistics. 
The diagnostic tests suggest that the VECM residuals are 
normally distributed as indicated by the Jarque-Bera 
statistic = 0.6264(0.7311) and the Q-statistic (lag 6) = 
17.5753(0.1399) of Portmanteua test for autocorrelation 
suggests that there is no autocorrelation in the residuals 
where the figures in the parentheses are the probabilities. 
The results indicate that zakat expenditure is an 
important determinant of GDP in the short-run, and is 
significant at five percent level. The coefficient of the 
zakat expenditure is positive suggesting that a one 
percent increase in the growth of zakat expenditure will 
increase GDP growth by 0.12 percent in the short-run. 
 
      The Granger causality test with 2 lags is used to 
examine the direction of causality between GDP and 
zakat expenditure in the short-run. The results in Table 6 
(Refer Appendix) suggest that zakat expenditure causes 
GDP with no feedback. 
 
  The results suggest that zakat expenditure has a 
significant role in income determination; the higher the 
zakat expenditure the higher the economic activities 
represented by the real GDP.  
 
 
CONCLUSION 
The empirical results suggest that zakat spending has the 
ability to influence economic activities, represented by 
the real GDP, suggesting that zakat could be employed 
as an important tool to stimulate economic growth. This 
implies that  zakat could also reduce the inequality of 
income distribution and wealth, decrease the gap 
between rich and poor, which could lead to the economic 
development of the ummah in the long-run. However, in 
practice, a lot more has to be done to improve zakat 
management to make zakat collection and distribution 
more efficient and effective. 
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